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President Vicente Fox's administration has announced plans to reduce federal expenditures for 2001
by 3.375 billion pesos (US$368.4 million) to compensate for a projected sharp decline in government
revenues during the year. The Mexican Congress approved a 2001 budget of 1.361 trillion pesos (US
$148 billion) at the end of December (see SourceMex, 2001-01-10).
Finance Secretary Francisco Gil Diaz, who announced the reductions in a press conference on
May 11, said the budget cuts are intended primarily to ensure that the government meets its goal
of keeping the budget deficit at 0.65% of GDP. Gil Diaz said the expected shortfall in revenues
is largely the result of a slowdown in the US economy, which receives 90% of Mexico's exports.
Mexico's trade deficit expanded to US$2.123 billion in January-March, with some analysts projecting
the accumulated deficit for 2001 at close to US$10 billion or US$11 billion. The deficit was US$8.049
billion in 2000 and US$5.584 billion in 1999.
Gil Diaz said smaller-than-anticipated oil-export revenues are also expected to contribute to the
tightening of government revenues, even though global petroleum prices are much higher than they
were two years ago. Oil revenues account for about one-third of the government's total income. The
government's initial budget was based on the projection that oil prices would average US$18 per
barrel during 2001. However, more recent projections anticipate the average price will decline to US
$17 per barrel, with declines expected later in the year.
Mexican oil-export prices were still relatively high in the first part of this year, averaging US$20.71
per barrel in January, US$20.21 in February, US$18.01 in March, and US$20.23 in April. Despite
the higher oil prices, income for the state-run oil company PEMEX is down about 41% from a year
ago. Revenues are affected by a reduction in overall exports, with Mexico agreeing with other oil
exporters to reduce sales to boost prices (see SourceMex, 2001-01-31, 2001-04-04).
Along with the budget reductions, the government announced revisions to its economic forecasts for
this year. The Fox administration is now projecting a GDP growth rate of only 2.5% to 3%, compared
with its initial target of 4.5%. The latest forecast is more in line with earlier projections by the Banco
de Mexico (central bank). "We are not seeing anything catastrophic, we're simply adapting to the
circumstances" of the world economy, Gil said.

Government to defer capital projects, sell state enterprises
Gil said the government plans to obtain a large share of the budget savings by deferring investments
on capital projects, such as highway construction, and by selling off its full or partial interest in
25 state-owned enterprises. Deputy Finance Secretary Agustin Carstens said the government is
targeting sales of many of these entities within the next six months, which would help ease the
revenue shortfall.
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The list of government-owned entities destined for the auction block includes the seafoodmarketing company Ocean Garden and the insurance company Aseguradora Hidalgo. Tomas
Ruiz Ramirez, outgoing president of the Asociacion Mexicana de Instituciones de Seguros (AMIS),
confirms the government has already received indications of strong interest from private buyers
for its share in Aseguradora Hidalgo. Ruiz predicted the government could sell off its share in the
insurance agency sooner than the targeted six months. The sale of Ocean Garden may be a little
more difficult, since several attempts to sell the company have failed in recent years (see SourceMex,
1994-06-01, 1998-06-10).
The Secretaria de Hacienda y Credito Publico (SHCP) said the administration will also compensate
for the projected budget deficit by making minor cuts in agencies like the Comsion Federal de
Electricidad (CFE) and the Comision Nacional de Agua (CNA). The small reductions in the budgets
for these two agencies have caused some concern, given projections of possible water and electricity
shortages in parts of the country this year.
The SHCP said Fox also plans to reduce funding for some government-sponsored health and labor
organizations and for the special agency created to promote Mexico's new agreement with the
European Union (EU).
In announcing the budget cuts, Fox said he would not touch essential expenditures for social
programs, agriculture, and education. The administration left intact the budget for programs like
Procampo, but cut some funding for the Alianza para el Campo and eliminated some fisheries
projects.

Opposition parties criticize cutbacks
The budget reductions drew strong criticisms from the two major opposition parties, the Partido
Revolucionario Institucional (PRI) and the Partido de la Revolucion Democratica (PRD). "The budget
cutbacks, the increased austerity measures, and the privatizations will weaken rather than stabilize
the government," said PRI president and federal Sen. Dulce Maria Sauri Riancho. "The workers are
the ones who will pay for the budget adjustment, while the large corporations will be the ones who
will benefit."
PRI and PRD legislators also accused Fox of using the budget deficit as a ploy to force them to
accept his proposed tax-reform plan. The president's plan includes the regressive step of applying a
value-added tax (impuesto al valor agregado, IVA) on food, medicines, books, and other items (see
SourceMex, 2001-04-04). "This looks like an attempt to pressure those who will be making the final
decision on tax reform," said Deputy Jorge Carlos Ramirez, a PRI leader in the lower house. Ramirez
also accused Fox of "mismanaging" economic policy. "The government is not acting responsibly
when it insists on a 4.5% growth rate and then suddenly changes its forecasts to a 2.5% rate," said
Ramirez.
As recently as late April, the Fox administration was holding close to the projected GDP growth rate
of 4.5% for this year (see SourceMex, 2001-04-25). Responding to the charges, Fox's chief economic
advisor Eduardo Sojo said Mexico had to reduce its growth projections to adjust for a slump in the
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global economy. "No one can isolate themselves from what is happening in the global economy,"
said Sojo, who noted that Mexico still has outperformed many national economies around the world,
including those of several Latin American countries. For the PRD, the principal concern of the
planned cuts is their impact on the Mexican population. "This will worsen the situation for millions
of Mexicans," said Miroslava Garcia, the PRD's deputy coordinator for economic policy in the lower
house.
Garcia said her party plans to offer an alternative proposal to deal with the budget shortfall. PRD
president Amalia Garcia Medina said the cutbacks reflect poorly on Fox, who promised in his 2000
presidential campaign to improve conditions for the Mexican population. "The government has now
officially told Mexican citizens that we will be poorer than we anticipated and that Vicente Fox will
be unable to keep his promises of improved economic conditions and increased employment," said
Garcia.
But Fox's center-right Partido Accion Nacional (PAN) defended the president, saying the actions
are "timely and responsible" because they will in the long run prevent a larger negative impact on
the Mexican population. "We can guarantee that the government is doing everything necessary
to minimize the impact of the cuts on the population," said PAN president Felipe Bravo Mena.
PRD president Garcia also criticized Fox for making the decisions on the budget cuts without first
consulting the Congress. "[This administration] offers more of the same," said Garcia, referring to
the economic policies followed under Fox's predecessor, former President Ernesto Zedillo.
Zedillo was forced to reduce the budget three times in 1998 because a severe slump in global
petroleum prices sharply curtailed Mexico's oil-export revenues (see SourceMex, 1998-01-21, 199803-25, 1998-07-15). While oil prices are slightly lower than anticipated, the global petroleum market
is relatively strong compared to levels two years ago.
Analysts say the government should remain concerned about the impact of a US slump on Mexican
economic activity. Forecasts for the US economy are varied, with some analysts anticipating a
recovery by the end of the year and others expecting weakness to extend for a longer period.

GDP, industrial-production reports confirm economic weakness
A handful of reports released by government entities during May reflected the underlying weakness
in the Mexican economy. In early May, the government's statistics agency (Instituto Nacional de
Geografia, Estadisticas e Informatica, INEGI) reported unemployment in February at 2.8%, the
highest level in two years.
A related government report said more than 96,000 employees lost their jobs because of a slowdown
in US demand for Mexican goods. The job loss reflected a slowdown in industrial production, which
declined by 1.9% in real terms from January- March 2000. The worst slumps were evident in the
manufacturing and construction sectors, the INEGI reported.
The SHCP capped the month of disappointing economic news by reporting that Mexico's GDP grew
by only 1.9% in the first quarter of the year, less than half the 5% GDP growth rate reported in the
last quarter of 2000. The SHCP report said the industrial and agriculture sectors led the GDP decline
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during January-March, with only the service sector showing a significant improvement in the first
quarter.
The slump in the Mexican economy has led to some concerns that Mexico may be headed for a
crisis similar to 1995, which followed a devaluation of the peso. At that time, Mexico was forced to
borrow large sums from the US and multilateral financial institutions to cover its short-term debt
obligations (see SourceMex, 1995-03-08). Even as the Fox administration insists that no crisis is
imminent, the government has already arranged with the International Monetary Fund (IMF) for a
contingency credit line of US$17 billion.
Some business leaders believe the administration may have to use at least part of the emergency
credit line later in the year because further budget reductions would not be feasible from a political
standpoint. "[The budget cuts] are not sufficient to prevent the government from going further into
debt," said Jorge Espina Reyes, president of the Confederacion Patronal de la Republica Mexicana
(COPARMEX). Espina predicted that the US$17 billion may not be sufficient and that the Fox
administration may have to request an additional credit line. [Note: Peso-dollar conversions in
this article are based on the Interbank rate in effect on May 16, reported at 9.16 pesos per US$1.00]
(Sources: Milenio, 05/07/01; Finamex, 05/10/01; Associated Press, 05/11/01; CNI en Linea, 05/09/01,
05/11/01; The Washington Post, 05/12/01; Proceso, 05/13/01; El Universal, 05/07/01, 05/12/01,
05/14/01; Reuters, 05/04/01, 05/09-12/01, 05/14/01, 05/15/01; Notimex, 05/11/01, 05/12/01, 05/14/01,
05/15/01; Novedades, 05/07/01, 05/11/01, 05/12/01, 05/14/01, 05/15/01; The News, 05/11/01, 05/14/01,
05/15/01; El Financiero, 05/07/01, 05/09/01, 05/11/01, 05/14/01, 05/16/01; El Economista, 05/07/01,
05/08/01, 05/11/01, 05/14-16/01; Excelsior, 05/07/01, 05/11/01, 05/12/01, 05/14-16/01; Reforma, 04/23/01,
05/07/01, 05/11/01, 05/12/01, 05/14-16/01; La Jornada, 05/07/01, 05/09-12/01, 05/14-16/01; La Cronica
de Hoy, 05/16/01)
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